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CHAIRMAN GREENSPAN. I would ask Don Kohn to update u s .  

MR. KOHN. As you know, M2 was extremely weak in July: we are 
looking at about a 3-3/4 percent annual rate of decline. That 
compares to a 5 percent increase that we expected at the time of the 
Bluebook. June, as you know. also was weak. at only about a 1 percent
rate of increase. Quite frankly, we’re getting off on such a slow 
foot at the end of July that we’ve marked down our August growth to 
only about 1 percent. trying to take account of the fact that the last 
few weeks of July seemed so  sluggish. S o ,  we have several months here 
of very slow growth--much slower. obviously. than we were expecting
but also than was projected by the models. We’ve looked at this in 
many different ways in terms of the various components relative to our 
expectations. We do have liquid deposits still strong but their rate 
of growth has come down a bit, and I’m including in this M1. M1 is up 
at a rate of only 1-3/4percent in July, down from 9-1/2 percent in 
June. But also savings and money market deposit accounts, while still 
growing at double-digit rates, are growing less rapidly than they did 
in June. Eurodollars and overnight RPs have fallen short of what we 
were expecting. And the runoff in retail time deposits, which we 
thought might begin to [moderate] a little as balance sheets were 
restructured, continues unabated. We have about an 11-1/2 percent
decline in retail time deposits in July: that’s about what it was in 
May and June, so there’s no letup there. And as the liquid deposits 
grow less rapidly that’s showing through into overall M2. We’ve 
looked at this by region and we can find nothing unusual. We’ve 
looked at it by size of bank with the same result. We’ve looked at it 
by personal versus nonpersonal deposits where we have some data. We 
can’t slice up M2 into personal versus nonpersonal [components] but we 
do have money market deposits accounts and a few other pieces of M2 
that we can look at in that way. And there doesn’t seem to be unusual 
behavior there, although we’re still looking at all these things. 

Part of the weakness, of course. could be in the scale 
variables: that is. income and growth are probably a little weaker 
than we had expected when we were putting the Bluebook together. But 
it doesn’t come close to explaining an 8 or 9 percentage point
shortfall in July M2 growth relative t o  our expectations. So. 
obviously, most of it is in a portfolio shift of some sort. 
Primarily, this looks like a portfolio shift [that involves a move] 
out on the yield curve--out of [retail] time deposits into longer-term 
assets and particularly into bond and stock mutual funds. especially
bond mutual funds. But also we’re seeing some pickup in 
noncompetitive tenders in Treasury auctions. So,  we think people are 
investing directly in longer-term assets as well. Another aspect of 
the portfolio shift we are in the process of looking at is whether 
people are re-balancing their assets and liabilities. That is. credit 
growth has been very slow, and it could be that to the extent people 
are spending, they’re doing it by holding down the growth of, or even 
drawing down, M2 assets rather than accessing consumer credit. The 
Mortgage and Consumer Finance Section in our R&S Division has been 
looking at models of consumer credit and looking at those in different 
ways trying to see whether consumer credit growth has been slower than 
one might have expected. So far, unfortunately, the results are 
ambiguous. 
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Any s h i f t s  e i t h e r  o u t  on t h e  y i e l d  cu rve  o r  away from M2 i n  
t e rms  of spend ing  and away from c r e d i t  would be encouraged  by low and 
d e c l i n i n g  [ r e t a i l ]  t i m e  d e p o s i t  r a t e s .  These r a t e s  a c t u a l l y  a r e  n o t  
t h a t  low r e l a t i v e  t o  what our  models a r e  p r e d i c t i n g .  g iven  t h e  d e c l i n e  
i n  market  r a t e s  we’ve had .  But t h e y  have been d r o p p i n g  v e r y  r a p i d l y ,
and we t h i n k  t h e r e  a r e  some a s p e c t s  o f  t h e  r e t u r n s  peop le  g e t  on 
d e p o s i t s  t h a t  a r e n ’ t  c a p t u r e d  by t h e s e  r a t e s - - t h a t  i s ,  f e e s  seem t o  be 
h i g h e r .  Many banks  a r e  beg inn ing  n o t  t o  pay i n t e r e s t .  f o r  example,  on 
t h e  1 2  p e r c e n t  o f  NOW account  b a l a n c e s  t h a t  t h e y  s a y  t h e y ’ r e  p u t t i n g
[ a s i d e  t o  meet]  r e s e r v e  r e q u i r e m e n t s .  S o .  t h e r e  a r e  ways t h a t  banks 
have of r e d u c i n g  t h e  r e t u r n  t o  d e p o s i t o r s  t h a t  may n o t  be c a p t u r e d
e n t i r e l y  i n  t h e s e  r a t e s .  We d o n ’ t  know o f  a n y t h i n g  t h a t  h a s  happened 
suddenly  i n  t h e  l a s t  two months o r  t h r e e  months.  I t h i n k  t h e s e  a r e  
t r e n d s  t h a t  have been  o c c u r r i n g  over  t i m e .  O f  c o u r s e ,  banks  d o n ’ t  
need t h e  d e p o s i t s :  bank c r e d i t  growth c o n t i n u e s  t o  be q u i t e  s l u g g i s h .
We have p r e l i m i n a r y  e s t i m a t e s  f o r  J u l y ,  and t h e s e  e s t i m a t e s  I ’ m  
r e a d i n g  you a b s t r a c t  from some d i s t o r t i o n s  t o  t h e  d a t a  caused by t h e  
s a l e  t o  F l e e t  N o r s t a r  of  Bank of  N e w  England ,  as a r e s u l t  of  which t h e  
FDIC ended up w i t h  an awful l o t  of a s s e t s .  A b s t r a c t i n g  from t h e  
FDIC’s [ a c q u i s i t i o n ]  of t h e s e  a s s e t s .  we’re  l o o k i n g  a t  e s s e n t i a l l y
f l a t  bank c r e d i t  i n  J u l y .  We have l o a n s  d e c l i n i n g  2 - 1 1 2  p e r c e n t :  
b u s i n e s s  l o a n s  d e c l i n i n g  4 p e r c e n t :  and even a drop  i n  r e a l  e s t a t e  
l o a n s  a t  banks ,  and t h a t ’ s  ex t r eme ly  u n u s u a l .  I t ’ s  v e r y  r a r e  t h a t  
t h a t  number goes down. S o ,  bank c r e d i t  remains  q u i t e  weak and banks 
a r e  not  l o o k i n g  f o r  d e p o s i t s .  Looking a t  d e p o s i t  growth by bank 
c a p i t a l  and bank l o a n - t o - a s s e t  r a t i o s ,  it does  l o o k  a s  i f  t h e  weakest  
d e p o s i t  growth i s  i n  t h e  l e a s t  w e l l  c a p i t a l i z e d  banks w i t h  t h e  lowes t  
l o a n - t o - a s s e t  r a t i o s .  S o .  t h e r e  i s  some c o r r e l a t i o n  between n o t  
making l o a n s  and d e c l i n i n g  r e t a i l  d e p o s i t s .  

What i s  t h e  meaning of t h i s  p o r t f o l i o  s h i f t ?  I t ’ s  somewhat 
ambiguous. T h i s  i s  o b v i o u s l y  t h e  d i f f i c u l t  q u e s t i o n .  I d o n ’ t  t h i n k  
one can  d i s m i s s  it o u t  of  hand .  A l o t  of weakness i n  M2.  an a g g r e g a t e
t h a t  l e a d s  income developments .  o c c u r s  because  o f  p o r t f o l i o  s h i f t s .  
For example,  if t h e  Fed t i g h t e n s  up ,  i n  t h e  f i r s t  i n s t a n c e  r i s i n g  
market i n t e r e s t  r a t e s  cause  s h i f t s  o u t  o f  M2 i n t o  marke t  s e c u r i t i e s  
and t h e n  l a t e r  on t h a t  a f f e c t s  spend ing .  S o ,  j u s t  because  [ t h e
i n i t i a l  e f f e c t ]  i s  a p o r t f o l i o  s h i f t  d o e s n ’ t  n e c e s s a r i l y  mean t h a t  it 
can  be ignored  f o r  p o l i c y  p u r p o s e s .  On t h e  o t h e r  hand ,  i f  i t ’ s  a 
p o r t f o l i o  s h i f t  i n  which p r e f e r e n c e s  of  a s s e t  h o l d e r s  have changed f o r  
some r e a s o n ,  t h e n  it would be m i s l e a d i n g  t o  pay a l o t  o f  a t t e n t i o n  t o  
i t .  S o ,  t h e  meaning i s  ambiguous.  C l e a r l y ,  peop le  a r e  r e a c h i n g  f o r  
y i e l d .  One q u e s t i o n  would b e :  Are l o n g  r a t e s  so  h i g h  t h a t  t h e y  would 
damp t h e  expans ion?  On t h e  o t h e r  hand,  an e x p l a n a t i o n  f o r  t h a t  i s  
t h a t  t h e y  go t  h i g h  because  t h e  economy was expec ted  t o  e x p a n d - - t h a t
t h a t ’ s  how t h e  y i e l d  cu rve  go t  so  s t e e p .  I f  M Z  i s  damped because  t i m e  
d e p o s i t  r a t e s  a r e  d ropp ing .  t h a t  might i n d i c a t e  c o n t i n u i n g  c r e d i t  
r e s t r a i n t ,  which w e  c o u l d n ’ t  i g n o r e .  

Another  a s p e c t  of  t h e  s t a f f ’ s  [ a n a l y t i c a l  e f f o r t ]  i s  some 
more work b e i n g  done w i t h  semireduced-form VAR t y p e  mode l s ,  l e a d - l a g
models ,  t r y i n g  t o  r e f i t  t h o s e  t h i n g s  t o  s e e ,  a f t e r  a f e w  y e a r s  i n  
which we h a v e n ’ t  p a i d  much a t t e n t i o n  t o  them, whether  M 1  and M2 l e a d  
nominal income o r  r e a l  income--even  when you i n c l u d e  i n t e r e s t  r a t e s  
and o t h e r  v a r i a b l e s  i n  them. W e  do see some power i n  t h e  non-M1 p a r t
of  M2 even when you i n c l u d e  i n t e r e s t  r a t e s  i n  t h e s e  e q u a t i o n s ,  which 
a l s o  s u g g e s t s  t h a t  one might t r e a t  c o n t i n u i n g  weakness of M2 w i t h  a 
l i t t l e  c a u t i o n  h e r e  i n  t h a t  it pe rhaps  may have some e f f e c t .  An i s s u e  
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t h a t  has  a r i s e n  r e c e n t l y  i s  t h e  q u e s t i o n  o f  whether  s t r o n g e r  M 1  growth 
should  be a comfor t  t o  t h e  Committee. As you a l l  know, w e  dropped M 1  
t a r g e t i n g  because  t h e  a g g r e g a t e  had become s o  i n t e r e s t  s e n s i t i v e  t h a t  
i t s  v e l o c i t y  swung o v e r  a ve ry  wide r ange  v e r y  r a p i d l y .  S o ,  M 1  i s  n o t  
f a r  off  o f  i t s  demand c u r v e ,  a l t h o u g h  it a p p e a r s  t o  be coming i n  weak 
i n  t h e  t h i r d  q u a r t e r  r e l a t i v e  t o  e x p e c t a t i o n s .  But it h a s  not  proven 
t o  be  a good p o l i c y  i n d i c a t o r  s i n c e  t h e  e a r l y  ’80s  when d e p o s i t  r a t e s  
were d e c o n t r o l l e d .  

CHAIRMAN GREENSPAN. Thanks ve ry  much. Don. Q u e s t i o n s  f o r  
Don? 

MR.  CORRIGAN.  A lan ,  i s  Mike P r e l l  t h e r e  [ t o  comment on] how 
h e ’ s  l o o k i n g  a t  t h e  r e a l  economy? 

CHAIRMAN GREENSPAN. Yes,  he i s  

MR. PRELL. Well, a t  t h i s  s t a g e ,  we’ re  j u s t  beg inn ing  t o  put
t o g e t h e r  a f o r e c a s t  f o r  t h e  n e x t  FOMC mee t ing .  The d a t a  o f  l a t e  have 
been mixed. On t h e  whole we d o n ’ t  f e e l  t h e y  have been a s  r o b u s t  a s  we 
would have expec ted  if we a r e  t o  g e t  t h e  a lmost  5 p e r c e n t  GNP growth 
w e  had f o r  t h e  t h i r d  q u a r t e r  i n  t h e  l a s t  Greenbook. Thus ,  I would 
a n t i c i p a t e  v e r y  t e n t a t i v e l y  t h a t  we w i l l  be marking t h a t  down 
s i g n i f i c a n t l y  t o  p robab ly  something more i n  t h e  neighborhood of 3 
p e r c e n t .  But w e ’ r e  hav ing  t o  s i f t  th rough  some d a t a  t h a t  d o n ’ t  f i t  
t o g e t h e r  v e r y  n e a t l y .  And t h e r e  has  j u s t  been such  g r e a t  v o l a t i l i t y
i n  t h e  l a b o r  marke t  d a t a  i n  p a r t i c u l a r ,  which a r e  u s u a l l y  one of o u r  
most i m p o r t a n t  g u i d e s ,  t h a t  i t ’ s  ve ry  ha rd  t o  r e a d  a t  t h i s  s t a g e .  

CHAIRMAN GREENSPAN. Any o t h e r  q u e s t i o n s  f o r  Don o r  o t h e r  
s t a f f ?  

MR.  H O S K I N S .  Don, t h i s  i s  Lee Hoskins .  Maybe I missed i t ,  
b u t  d i d  you g i v e  a t h i r d - q u a r t e r  p r o j e c t i o n  and where would t h a t  l e a v e  
us y e a r - t o - d a t e  i n  t e r m s  o f  t h e  t a r g e t  r anges?  

MR. KOHN. For  t h e  t h i r d  q u a r t e r  w e  have M2 on a q u a r t e r l y  
ave rage  b a s i s  b a r e l y  growing:  t h a t  i s ,  i t ’ s  e s s e n t i a l l y  f l a t .  For Q4 
t o  J u l y  w e ’ r e  e s t i m a t i n g  2 - 3 1 4  p e r c e n t  growth:  Q4 t o  August .  g iven
t h a t  1 p e r c e n t  growth p r o j e c t e d  f o r  Augus t ,  i s  a t  abou t  2 - 1 / 2  p e r c e n t .  
which i s  t h e  lower  end of t h e  r ange .  

MR. MCTEER. Bob McTeer i n  D a l l a s  f o r  Don. 

CHAIRMAN GREENSPAN. Go ahead ,  Bob. 

MR. MCTEER. What about  bank r e s e r v e  growth? 

MR.  KOHN. Well, bank r e s e r v e  growth h a s  been somewhat 
s t r o n g e r  b e c a u s e  M 1 ,  p a r t i c u l a r l y  i n  J u n e ,  was s t r o n g e r .  But t o t a l  
r e s e r v e  growth a l s o  h a s  t a i l e d  o f f  i n  J u l y .  We have it expanding 1 
p e r c e n t  i n  J u l y  f o l l o w i n g  ve ry  r a p i d  s e c o n d - q u a r t e r  growth.  But t h a t  
f o l l o w s  M 1 .  o b v i o u s l y ,  which i s  t h e  on ly  a g g r e g a t e  t h a t  has  any 
r e s e r v e s  a g a i n s t  it anymore. S o ,  it comes back t o  t h e  i s s u e  o f  how 
much weight  t o  g i v e  M 1  which, i n  f a c t ,  has  been s t r o n g  p a r t l y  because  
o f  c u r r e n c y ,  b u t  p a r t l y  because  demand d e p o s i t s  and NOW accoun t s  have 
been s t r o n g .  However, M1 i s  t a i l i n g  o f f  a b i t  i n  J u l y .  
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MR. PARRY. This is Bob Parry. You talked about bank credit 

growth. Some numbers I’ve seen with regard to insurance companies 

suggest that they’re providing credit at a weak rate as well. Do you

have any information on other sectors and what is happening in them? 


MR. KOHN. Not really. Once again, that’s something we would 
do for the FOMC meeting; we will go through the whole credit picture.
We haven’t really updated that since the last meeting. You’ll 
remember that credit growth was projected to be very sluggish in the 
second quarter. We have very, very little information even about the 
second quarter. S o ,  we haven’t seen a pickup there yet. 

MR. PARRY. Thank you. 


MR ANGELL. Mike, do you have a preliminary view on how you 
see the rate of inflation in the second half of 1991 as compared to 
before? Does this reassessed picture also g i v e  you  a view of some 
improvement? 

MR. PRELL. Again, it’s a mixed picture in the recent data. 
In the most recent figures on the wage side. f o r  example. we got a 
nice figure on average hourly earnings in July after a string o f  very
bad numbers. That was some comfort but the employment cost indexes 
for the second quarter were not favorable. On balance. they were 
higher than we anticipated. So, the labor cost picture doesn’t appear 
to be evolving in a more favorable way. In the other price data, for 
food and energy prices there are likely to be some adjustments. I 
don’t think we see a materially different picture at this point for 
the second half than we had before. It’s still a relatively moderate 
rate of inflation, something in the 3 to 4 percent range, for the 
second half. 

MR. KOHN. If I may return for a second to Bob Parry’s
question: I’m now looking at a table on long-term debt issuance and 
it does look as if that has tailed off; both debt and equity issuance 
by nonfinancial corporations tailed off in July. Actually. it peaked
around April or May and has gone down since then. It’s down fairly
robustly, particularly on the equity side relative to recent years,
but it is also off [on the debt side]. So, it’s not supplementing
bank credit the way it was, say, in April or May. 

MR. PARRY. Thank you. 


CHAIRMAN GREENSPAN. Other questions for Don? If not, I 
think it would be helpful to all of us to exchange views specifically 
on insights into the causes of these developments. The floor is open
for comments from anybody who wishes to add to o u r  state of knowledge. 

MR. BOEHNE. This is Ed Boehne, Mr. Chairman. I don’t think 

I can add any more insight to Don’s comments in terms of technical 

aspects of what might be going on. But I’d like to suggest that at 

least part of what we’re seeing in M2 is a reflection of the state of 

the economy. Increasingly. this recovery just doesn’t have a good

feel to it. The reports that I’m getting from the business community 

across a broad front suggest that the recovery isn’t going anywhere.

I had a board meeting last Thursday and I must say that the sentiment 

there was more apprehensive than it was some weeks ago. I think we’re 

seeing some of the inventory impact here. where we’re moving from 




i n v e n t o r y  l i q u i d a t i o n  t o  pe rhaps  a b i t  of  accumula t ion ,  and t h a t ’ s  
h e l p i n g  some i n  m a n u f a c t u r i n g .  But when you g e t  beyond manufac tu r ing
i n t o  r e t a i l i n g ,  i n t o  c o n s t r u c t i o n .  and you t a l k  t o  banke r s  who d e a l  a 
l o t  w i t h  t h e  middle  marke t  where much of  t h e  employment i s  i n  t h e  
economy. it j u s t  i s n ’ t  r i n g i n g  t h e  way it  ought  t o  a s  f a r  a s  hav ing  a 
h e a l t h y  economy. If you l o o k  a t  t h e  l a b o r  numbers t h a t  we  go t  on 
F r i d a y ,  I t h i n k  t h e y  a r e  t e l l i n g  us something t h a t  i s  c o n t r i b u t i n g  t o  
t h i s  s t o r y  o f  a r ecove ry  t h a t  d o e s n ’ t  have a good f ee l  t o  i t .  And i n  
t h e  c o n t e x t  of what i s  go ing  on i n  t h e  r e a l  s e c t o r .  even though t h e r e  
i s  ambigu i ty  and w e  c a n ’ t  r e a c h  d e f i n i t i v e  c o n c l u s i o n s  abou t  what i s  
go ing  on i n  money, I t h i n k  t h e  money supp ly  i s  t e l l i n g  us someth ing .  
I .  f o r  one ,  t h i n k  t h a t  t h e  c o s t  o f  a d d i t i o n a l  i n s u r a n c e  i n  terms o f  a 
modest e a s i n g  i s  v e r y  low: and I t h i n k  t h e  r i s k s  a r e  growing on t h e  
s i d e  of  a much weaker economy t h a n  any o f  u s  a n t i c i p a t e d .  We ought  
n o t  t o  ove r look  t h a t  i n  o u r  t e c h n i c a l  a n a l y s i s  of t h e  money s u p p l y .  

MR. FORRESTAL. Mr. Chairman, t h i s  i s  Bob F o r r e s t a l .  I want 
t o  p i c k  up on what Ed s a i d .  We c e r t a i n l y  d o n ’ t  s e e  a n y t h i n g  i n  t h i s  
p a r t  of  t h e  c o u n t r y  t h a t  can  h e l p  e x p l a i n  t h e  c a u s a t i o n  of t h e  
weakness i n  t h e  money s u p p l y .  However, I would s a y  t h a t  o v e r  t h e  p a s t
t h r e e  t o  f o u r  weeks I ’ v e  had many t e l e p h o n e  c a l l s  from b u s i n e s s  people
around t h e  D i s t r i c t - - a n d  t h e s e  a r e  peop le  who f o r  t h e  most p a r t  have 
b u s i n e s s  n o t  o n l y  h e r e  i n  t h e  S o u t h e a s t  b u t  around t h e  c o u n t r y .  And 
t h e  q u e s t i o n  t h e y ’ r e  a s k i n g  m e  b a s i c a l l y  i s :  Where a r e  t h e s e  numbers 
coming from t h a t  t h e y ’ r e  s e e i n g ?  They a r e  r e p o r t i n g  t h a t  t h e y  j u s t  
d o n ’ t  see any r e a l  r e c o v e r y  i n  t h e i r  own b u s i n e s s e s  and i n  t h e  
b u s i n e s s e s  of  t h e i r  c o l l e a g u e s .  T r u e ,  t h e y  s a y  t h e r e  i s  n o t  a 
c o n t i n u i n g  d e t e r i o r a t i o n ,  b u t  t h i n g s  a r e  v e r y ,  v e r y  f l a t .  B u s i n e s s e s ,  
p a r t i c u l a r l y  s m a l l  b u s i n e s s e s ,  a r e  r e p o r t i n g  t h a t  c r e d i t  c o n t i n u e s  t o  
be v e r y  d i f f i c u l t  t o  o b t a i n .  Manufac turers  a r e  s a y i n g  t h a t  o r d e r s  a r e  
n o t  r e a l l y  i n c r e a s i n g  a t  t h e  r a t e  t h a t  t h e y  had e x p e c t e d .  R e a l l y ,  I ’ m  
r e p e a t i n g  what Ed’s  c o n t a c t s  have been t e l l i n g  him: t h a t  t h e  r ecove ry  
seems t o  be much s lower  t h a n  e x p e c t e d - - o r  a t  l e a s t  t h a n  I e x p e c t e d .
Bankers a r e  r e p o r t i n g  t h a t  l o a n  demand i s  v i r t u a l l y  f l a t :  and t h a t .  of  
c o u r s e .  has  some b e a r i n g  on t h e  performance of t h e  money s u p p l y  a s  
w e l l .  So .  I ’ m  n o t  s u r e  t h a t  an e a s i n g  o f  monetary p o l i c y  a t  t h i s  t ime  
would h e l p  v e r y  much i n  terms of  t h e  money supp ly  because  it seems t o  
me t h e r e  i s  an awful  l o t  o f  l i q u i d i t y  o u t  t h e r e  anyway. But t h e  
psychology,  a t  l e a s t  from t h e  peop le  t h a t  I ’ v e  t a l k e d  t o ,  i s  n o t  good. 

MR. PARRY. M r .  Chairman. t h i s  i s  Bob P a r r y .  I ’ d  l i k e  t o  
admit  t h a t  what I ’ v e  been h e a r i n g  from b u s i n e s s  peop le  th roughou t  t h e  
Twel f th  D i s t r i c t  h a s  t a k e n  on a somewhat more gloomy t o n e .  The one 
t h i n g  t h a t  I ’ m  n o t  s u r e  I f u l l y  unde r s t and  i s  whether  t h i s  i s  a n  
unusua l  r e a c t i o n ,  i f  i n d e e d  we a r e  a t  t h e  t r o u g h  of t h e  c y c l e .  I ’ m  
n o t  s u r e  t h a t  i n  t h e  p a s t  b u s i n e s s  peop le  r e a l l y  have been v e r y  good
f o r e c a s t e r s  of  a t u r n a r o u n d .  The o t h e r  p o i n t  I ’ d  make i s  t h a t  a s  f a r  
a s  t h e  banks i n  o u r  D i s t r i c t  a r e  concerned ,  p a r t i c u l a r l y  t h e  l a r g e  
o n e s ,  t h e  t h i n g  t h a t  c o n t i n u a l l y  i s  c i t e d  i s  t h a t ,  a s  I ’ m  s u r e  you 
know, t h e y  had some v e r y  d i s a p p o i n t i n g  r e s u l t s  a s  f a r  a s  t h e i r  p r o f i t s  
a r e  concerned i n  t h e  l a s t  q u a r t e r .  And many of  them a r e  t a l k i n g  about  
t h e  p r e s s u r e s  t h e y ’ v e  r e c e i v e d  from t h e  r e g u l a t o r y  s i d e :  and t h e y  
appea r  t o  be s i t t i n g  on t h e i r  hands i n  terms of what t h e y  t h i n k  i s  
l i k e l y  t o  happen w i t h  r e g a r d  t o  b u s i n e s s  ove r  t h e  n e x t  t h r e e  t o  s i x  
months.  I d o n ’ t  know t o  what e x t e n t  t h a t  t r a n s l a t e s  i n t o  t h e i r  
d e c r e a s e d  a p p e t i t e  f o r  a t t r a c t i n g  l i a b i l i t i e s .  I know Don i n d i c a t e d  
t h a t  t h e r e ’ s  no e x p l a n a t i o n  by r e g i o n  o r  s i z e  o f  banks ,  b u t  I ’ v e  n o t  
s een  them q u i t e  t h i s  p e s s i m i s t i c  t h roughou t  t h i s  e n t i r e  c y c l e .  
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MR. SYRON. Mr. Chairman, t h i s  i s  Dick Syron i n  Bos ton .  I 
j u s t  want t o  s u p p o r t  what Bob P a r r y  s a i d .  I t ’ s  c r i t i c a l  w i t h  r e s p e c t  
t o  t h e  banking  s e c t o r .  I t h i n k  a s  one might  e x p e c t ,  a t  l e a s t  i n  t h i s  
p a r t  of t h e  c o u n t r y - -

M R .  KOHN.  Dick. cou ld  you s p e a k  up. p l e a s e ?  

MR. SYRON. I s a i d  t h a t  a t  l e a s t  i n  t h i s  p a r t  of  t h e  c o u n t r y  
among t h e  banke r s  t h e r e  i s  s t i l l  a v e r y  s t r o n g  f e a r  f a c t o r ,  b o t h  i n  
t e r m s  of growing pessimism abou t  t h e  r o b u s t n e s s  of  t h e  r e c o v e r y  and 
a l s o  of  concern  abou t  t h e  r e g u l a t o r y  s i d e .  We have seen  i n  s e v e r a l  
c a s e s  d i f f e r e n c e s  i n  how o u r  r e g u l a t o r s  would approach  i n d i v i d u a l  
c r e d i t s  compared w i t h  t h e  C o m p t r o l l e r ,  f o r  example.  A l l  o f  t h i s  i s  
c o n t r i b u t i n g  t o  a s o r t  of bunker  m e n t a l i t y  on t h e  p a r t  of  l e n d e r s ,  who 
hope t h a t  t h e y  can  r i d e  it o u t  w i t h  enough c a p i t a l  u n t i l  t h i n g s  r e t u r n  
t o  normal .  I would j u s t  add t h a t  i n  t a l k i n g  t o  a number o f  i n s u r a n c e  
companies i n  N e w  England.  t h e y  a r e  a l s o  b e i n g  v e r y  c a u t i o u s  on new 
commitments and a r e  t a k i n g  s t e p s  t o  a s s u r e  t h a t  t h e y  have a b s o l u t e  
l i q u i d i t y .  Now, t h a t  may be  someth ing  t h a t  has  more [ u n i n t e l l i g i b l e ]  
a s  a n  e x p l a n a t i o n  of what i s  happening  t o  [money g rowth ] .  

MR. ANGELL. Wayne A n g e l l .  I t h i n k  most o f  you know t h a t  my
view o f  t h e  commodity p r i c e s  has  been t h a t  t h e y ’ v e  been p r e t t y  w e l l  
f l a t .  But i t  seems t o  m e  t h a t  t h a t  r e a l l y  h a s n ’ t  changed. and 
p a r t i c u l a r l y  it h a s n ’ t  changed i n  r e g a r d  t o  our  e x p e r i m e n t a l  i n d e x  on 
commodity p r i c e s  e x  f o o d ,  f i b e r ,  and e n e r g y .  And I t h i n k  t a k i n g  o u t  
f o o d ,  f i b e r .  and ene rgy  h e l p s  i f  what y o u ’ r e  t r y i n g  t o  do i s  a s s e s s  
t h e  impact  of  t h e  money growth t h a t  y o u ’ r e  g e t t i n g  on an a u c t i o n  b i d  
p r o c e s s .  I n  r e c e n t  weeks t h i s  e x p e r i m e n t a l  i ndex  h a s  r e a l l y  t a k e n  a 
nose  d i v e .  I n  f a c t ,  A lan ,  you remember l a s t  week I s a i d  I d i d n ’ t  
u n d e r s t a n d  why t h e  p r i c e  o f  go ld  wasn’ t  f a l l i n g  and I guess  l o  and 
beho ld  gold  p r i c e s  d i d  c a t c h  on .  

CHAIRMAN GREENSPAN. They d i d .  

MR. ANGELL. I t h i n k  t h a t  i s  i m p o r t a n t  f o r  two r e a s o n s .  One, 
a s  most o f  you know, I ’ v e  had t h e  l o w e s t  r e a l  growth r a t e  p r o j e c t i o n
f o r  t h e  economy i n  ’ 9 1  and ’92  of  any member among t h e  p r e s i d e n t s  o r  
t h e  Board.  So .  i t ’ s  n o t  t h a t  I t h o u g h t  we had a s t r o n g  r e c o v e r y  
anyway, because  o r d i n a r i l y  w e  g e t  f a s t e r  money growth and w e  a l s o  g e t  
some upward movement i n  commodity p r i c e s  a s  r e c o v e r i e s  t a k e  p l a c e .
But t h e  problem, a s  I s e e  i t ,  i s  t h a t  o u r  c o n v e n t i o n a l  a b i l i t y  t o  
a l t e r  t h e  o p p o r t u n i t y  c o s t  o f  h o l d i n g  M2- - tha t  power- -has  s l i p p e d  away 
from us a l i t t l e  and t h e  whole y i e l d  c u r v e  i n  some ways i s  compet ing .  
Then t o o ,  a l l  t h e  l e g i s l a t i v e  t a l k  and t h e  swaying i n  r e g a r d  t o  
r e g u l a t o r y  i s s u e s  a s  w e l l  a s  l e n d e r  w i l l i n g n e s s  t o  l end  r e a l l y  has  
p l a c e d  u s  i n  a p o s i t i o n  where s imply  lower ing  t h e  f e d  funds  r a t e  may 
n o t  be e f f e c t i v e  i n  some c i r c u m s t a n c e s .  But i f  we g e t  i n t o  an 
environment  i n  which t h e  r a t e  of  i n f l a t i o n  does  seem t o  come down-
a n d ,  Mike P r e l l ,  even though you d o n ’ t  s e e  it a t  t h i s  p o i n t  I guess  I 
do s e e  v e r y  s h a r p l y  lower commodity o r  P P I  numbers coming i n  t h e  
f u t u r e - - i t  seems t o  me t h a t  l o o k i n g  a t  it i n  t h a t  c o n t e x t  w e  ought  t o  
be  somewhat open t o  making c e r t a i n  t h a t  w e  do n o t  l e t  r e a l  r a t e s  
i n c r e a s e  i n  t h i s  envi ronment .  S o ,  I ’ m  i n  a p o s i t i o n  o f  somewhat more 
openness  f o r  some p o s s i b l e  a c t i o n  i n  t h e  p e r i o d  ahead .  

V I C E  CHAIRMAN CORRIGAN.  T h i s  i s  J e r r y  C o r r i g a n .  Le t  me j u s t
make a coup le  o f  comments. F i r s t  of  a l l .  I d o n ’ t  t h i n k  we have 
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a n y t h i n g  a t  a l l  t o  add i n  terms of what Don Kohn s a i d  about  t h e  
d i a g n o s t i c s  of money s u p p l y .  But I do t h i n k  t h e  p o i n t  t h a t  Bob P a r r y .
Ed Boehne, and Bob F o r r e s t a l  made i n  terms of t h e  r e a l  economy i s  
r e l e v a n t .  We had a d i r e c t o r s ’  d i s c u s s i o n  l a s t  Thursday i n  which 
t h e r e .  t o o ,  t h e  comments b e a r i n g  on t h e  r ecove ry  r e f l e c t e d  ex t r eme ly  
s o u r  a t t i t u d e s  on t h e  p a r t  o f  some. if n o t  most .  of o u r  d i r e c t o r s ,  
a l t h o u g h  I d o n ’ t  t h i n k  t h a t  i s  l i k e l y  t o  p r o v i d e  a f u l l  e x p l a n a t i o n .  
I j u s t  wanted t o  make a s u g g e s t i o n ,  which may n o t  be  v e r y  workab le ,  
b u t  l e t  me t r y  it anyway. The s u g g e s t i o n  i s  t h i s :  Would i t  be  
p o s s i b l e  f o r  Don, working w i t h  a h a n d f u l  of peop le  around t h e  Reserve  
Banks,  t o  t r y  t o  d e s i g n  a qu ick  and d i r t y  l i t t l e  s u r v e y  t h a t  would be 
d i r e c t e d  ma in ly  a t  a sample o f  m i d - s i z e  and l a r g e  banks and would be 
t a r g e t e d  a t  t h e  c h i e f  f i n a n c i a l  o f f i c e r  of a c r o s s  s e c t i o n  of  banks 
around t h e  c o u n t r y  o v e r  t h e  n e x t  few days?  The su rvey  would p r e s s  
p r e t t y  h a r d  i n  t e rms  of q u e s t i o n s  l i k e :  What i s  m o t i v a t i n g  t h e i r  
p r i c i n g  s t r a t e g y  on d e p o s i t s ?  What do t h e y  have t o  s a y  about  l o a n  
demand? What do t h e y  have t o  s a y  abou t  c r e d i t  s t a n d a r d s ?  I n  o t h e r  
words.  i n  what would s t i l l  be a n e c d o t a l  r a t h e r  t h a n  perhaps  a 
s t a t i s t i c a l l y  p e r f e c t  [way s t a f f  would] t r y  t o  mount a s p e c i a l  e f f o r t ,  
l i t e r a l l y  o v e r  t h e  n e x t  f e w  d a y s ,  t o  g e t  some a d d i t i o n a l  i n s i g h t s  o f  
what i s  go ing  on t h e r e .  I d o n ’ t  know whether  anybody h a s  a n y t h i n g
t h a t  t h e y - -

MR.  KOHN.  P r e s i d e n t  C o r r i g a n ,  we do have o u t s t a n d i n g  r i g h t  
now [ a u t h o r i t y  f o r 1  one of t h o s e  q u a r t e r l y  l o a n  [ o f f i c e r ]  s u r v e y s  t h a t  
we had t imed s o  t h a t  we would have t h e  i n f o r m a t i o n  f o r  t h e  [ n e x t ]  FOMC 
mee t ing .  The s u r v e y  w i l l  be a s k i n g  abou t  c r e d i t  s t a n d a r d s  and l o a n  
demand and t h a t  s o r t  o f  t h i n g .  What i t  i s  n o t  a s k i n g  about  i s  t h e  
d e p o s i t s  s i d e .  S o ,  I t h i n k  I cou ld  t a k e  your  s u g g e s t i o n  and t w i s t  i t  
a l i t t l e  t o  s a y  t h a t  maybe w e  ought  t o  g i v e  some s e r i o u s  though t  t o  
go ing  t o  some o f  t h e  same banks and some d i f f e r e n t  banks and a s k  them 
whether  t h e y ’ r e  do ing  someth ing  s p e c i a l  on t h e  d e p o s i t  s i d e ,  w i t h  
t h e i r  [ r e t a i l ]  t i m e  d e p o s i t s  i n  p a r t i c u l a r .  [We cou ld  ask]  what i s  
happening  t h e r e .  whether  t h e y  have any i n s i g h t s  i n t o  t h e  b e h a v i o r ,  and 
what t h e y ’ r e  do ing  i n  t e rms  o f  t h e i r  marke t ing  and p r i c i n g .  That  
might  be  h e l p f u l .  We cou ld  p u t  it t o g e t h e r  w i t h  t h e  l o a n  s u r v e y  
i n f o r m a t i o n .  

V I C E  CHAIRMAN CORRIGAN. One of t h e  t h i n g s  t h a t  I ’ m  n o t  
c e r t a i n  about - -maybe  you know t h e  a n s w e r - - i s  whether  w e  r e a l l y  a r e  
s u r e  t h a t  t h a t  r e g u l a r  s u r v e y  i s  b e i n g  responded t o  by s e n i o r  enough
peop le  i n  t h e  o r g a n i z a t i o n  t h a t  we’ re  g e t t i n g  enough of t h e  s t r a t e g i c
view of what i s  go ing  on a s  opposed t o  a [ u n i n t e l l i g i b l e ]  v iew.  

MR. KOHN Wel l ,  w e  can  d o u b l e  check  t h a t .  I t  has  been 
r e a s o n a b l y  c o n s i s t e n t  w i t h  t h e  a n e c d o t a l  ev idence  t h a t  we’ve g o t t e n  
o v e r  t i m e .  L e t  me l o o k  i n t o  t h a t  a l i t t l e  f u r t h e r  i n  terms of who i s  
f i l l i n g  it o u t  and whom t h e y  check  w i t h  and t h a t  s o r t  o f  t h i n g .
T h a t ’ s  a good p o i n t .  

V I C E  CHAIRMAN CORRIGAN.  Well. i t ’ s  a compl i ca t ed  i s s u e  and 
i t ’ s  h a r d  t o  do much on s h o r t  n o t i c e ,  b u t  I have a s u s p i c i o n ,  [g iven ]
t h e  way t h e s e  t h i n g s  seem t o  be u n f o l d i n g ,  t h a t  i t ’ s  worth whatever  
s p e c i a l  e f f o r t s  it may t a k e  t o  g e t  f u r t h e r  i n s i g h t s  h e r e .  

MR. KOHN. Okay. 

MR. H O S K I N S .  M r .  Chairman? Lee Hoskins 
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CHAIRMAN GREENSPAN. Yes, Lee .  

MR. HOSKINS. I t h i n k  concern  o v e r  t h e  r e a l  economy i s  
somewhat misp laced  i n  t h e  s e n s e  t h a t  our  p o l i c y  d r i v e r  i n  t e r m s  of  t h e  
monetary  growth h a s  been r e l a t i v e l y  s low and we’d expec t  a r e l a t i v e l y  
modest r e c o v e r y .  I c a n ’ t  f o r e c a s t  n e x t  q u a r t e r ’ s  growth o r  even  t h i s  
q u a r t e r ’ s  v e r y  w e l l .  The r e a l  concern  t h a t  I have i s  t h a t  we [ n o t ]  
a l l o w  money growth now t o  s l i p  ve ry  c l o s e  t o  t h e  bottom o f  t h e  range 
o r  p e r h a p s  o u t s i d e  of i t .  Coming o f f  a f o u r - y e a r  t r e n d  [of  M2 growth]
of a round 4 - 1 1 4  p e r c e n t ,  I would r e g a r d  it a s  somewhat of a monetary 
shock  i f  it came i n  a t  2 - 1 / 2  p e r c e n t  o r  l e s s .  I t h i n k  we ought  t o  be 
concerned  abou t  where t h e  economy i s  go ing  t o  b u l g e  i n  t h e  f u t u r e ,  and 
r e l a t e d  t o  t h a t  we ought  t o  be  c o n t i n u i n g  t o  produce a monetary growth 
r a t e  i n  t h e  3 t o  3 - 1 1 2  p e r c e n t  range i f  we want t o  g e t  an adequa te  
r e s p o n s e  i n  t h e  r e a l  economy and m a i n t a i n  our  c o n t r o l  ove r  i n f l a t i o n .  
S o .  I would l e a n  s t r o n g l y  toward l o o k i n g  f o r  a way t o  g e t  monetary
growth moving a g a i n  and t h a t  obv ious ly  would r e q u i r e  u s  t o  g i v e  a 
l i t t l e  o p e r a t i n g  room t o  t h e  f e d e r a l  funds  [ u n i n t e l l i g i b l e ] .  We d o n ’ t  
have t o  do it t o d a y ;  b u t  c e r t a i n l y  i f  t h e s e  numbers look  l i k e  t h i s  
go ing  i n t o  t h e  m e e t i n g ,  I would recommend t h a t  w e  c o n s i d e r  l ower ing
t h e  f u n d s  r a t e  a t  t h a t  t i m e .  My l a s t  p o i n t  i s  s i m p l y  t h a t  I t h i n k  it 
would n o t  b e  p o l i t i c a l l y  a c c e p t a b l e  t o  be  o u t s i d e  t h e  t a r g e t  r ange .
p a r t i c u l a r l y  i n  t h i s  envi ronment .  

MR.  BLACK. Mr. Chairman, Bob B lack .  I would be v e r y  n e a r  
where L e e  i s  if it were n o t  t h a t  I t h i n k  Don’s e x p l a n a t i o n  of t h e s e  
p o r t f o l i o  s h i f t s  h a s  a l o t  t o  do wi th  t h e  k i n d  of behav io r  we’ve had 
i n  M2. For  example.  ove r  t h e  l a s t  s i x  months ,  if you e x c l u d e  s m a l l  
t ime  d e p o s i t s .  M2 h a s  grown a t  a r a t e  of 9 . 8  p e r c e n t :  i n  t h e  l a s t  
t h r e e  months it h a s  grown a t  a r a t e  o f  7 . 2  p e r c e n t .  Now, i f  i t  
c o n t i n u e s  a s  weak a s  it l o o k s  f o r  J u l y  and Augus t ,  t h e n  I t h i n k  we’re  
go ing  t o  have  t o  do something t o  t r y  t o  g e t  it moving a g a i n .  I do 
t h i n k  one  c o u l d  r a i s e  a l e g i t i m a t e  q u e s t i o n  a s  t o  whether  l ower ing  t h e  
f e d e r a l  f u n d s  r a t e  r e a l l y  would do t h a t ,  because  of t h e  t endency  t o  
f o r c e  more funds  from s m a l l  t i m e  d e p o s i t s  i n t o  t h e  mutual  bond funds .  
Bu t ,  anyway, I w i l l  be v e r y  concerned i f  [ t h e  weakness] c o n t i n u e s  much 
l o n g e r .  I ’ m  a lmos t  concerned a t  t h i s  p o i n t  t h a t  it has  gone t o o  f a r .  

A s  f a r  a s  t h e  r e a l  economy i s  conce rned .  I a g r e e  w i t h  t h e  
o t h e r s  t h a t  [ t h e  r ecove ry ]  i s  s o r t  of  l a g g i n g ,  a l t h o u g h  it neve r  l o o k s  
v e r y  good n e a r  t h e  bot tom of a r e c e s s i o n .  But t h i s  one ,  it seems t o  
me, i s  showing a l i t t l e  more weakness t h a n  I can  remember hav ing  seen  
i n  s i m i l a r  u p t u r n s  i n  t h e  p a s t .  

MR.  KEEHN. Mr. Chairman. t h i s  i s  S i  Keehn. I d o n ’ t  have 
a n y t h i n g  t o  add t o  t h e  a n a l y s i s  t h a t  Don Kohn h a s  g iven  us on M2.  But 
I t h i n k  c o n d i t i o n s  i n  t h e  Midwest i n  g e n e r a l  a r e  a b i t  more f a v o r a b l e  
t h a n  we s e e  i n  some of  t h e  n a t i o n a l  numbers.  But I ve ry  much a g r e e
w i t h  Ed Boehne’s  a n a l y s i s .  Our [ r e g i o n a l ]  economy, a t  l e a s t  i n  t o n e ,  
q u i t e  c l o s e l y  p a r a l l e l s  h i s .  A t  our  June  board  meet ing  t h e  economis ts  
were r e a l l y  q u i t e  p o s i t i v e :  a t  t h e  J u l y  board mee t ing  t h e r e  was a 
dec ided  s h i f t  i n  t o n e ;  it was much more modes t ,  p a r t i c u l a r l y  a s  it 
r e l a t e d  t o  some of  t h e  middle  market  companies h e r e  i n  t h e  Midwest. 
Also o f  conce rn  i s  t h e  a g r i c u l t u r a l  s i t u a t i o n ,  which s t a r t e d  o u t  a s  
b e i n g  a marve lous  growing season  i n  March, A p r i l .  and May. I t  h a s  
t u r n e d  around on u s ;  w e  now have q u i t e  a s e r i o u s  problem on o u r  hands ,  
g iven  t h e  v e r y  d r y  c o n d i t i o n s  we had i n  June  and i n  J u l y  a s  w e l l .  
That  i s  r e a l l y  hav ing  a n e g a t i v e  impact on t h e  f a rm i n d u s t r y .  
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Having s a i d  a l l  t h a t ,  w e  expec ted  t h e  r ecove ry  t o  be much 
more modest t h a n  o t h e r  p r e v i o u s  r e c o v e r i e s .  and we seem t o  be g e t t i n g
t h a t .  But I do t h i n k  a t  t h i s  p o i n t  t h a t  t h e  r i s k s  a r e  on t h e  down 
s i d e .  We ought  t o  be f o l l o w i n g  developments  v e r y  c a r e f u l l y  and it may
be a p p r o p r i a t e  t o  make a n o t h e r  move. 

MR. ANGELL. S i ,  a r e  t h e r e  s t a t e s  o t h e r  t h a n  Iowa t h a t  a r e  
b e i n g  h i t  [by d r y  c o n d i t i o n s ] ?  Does t h a t  go f a r t h e r  e a s t  and n o r t h  i n  
your  D i s t r i c t  ? 

MR. KEEHN. No, i n  f a c t ,  Iowa i s  n o t  a s  bad.  Ind iana  i s  ve ry
s e r i o u s  and I l l i n o i s  i s  s e r i o u s ,  though n o t  q u i t e  a s  bad a s  I n d i a n a .  
I d o n ’ t  know. f r a n k l y :  i t ’ s  a b i t  mixed: some p a r t s  a r e  d r y  and o t h e r  
p a r t s  had p r e t t y  good r a i n .  But t o  g i v e  you a number: For June and 
J u l y  w e  had l e s s  r a i n f a l l  i n  t h o s e  t w o  months t h a n  i n  any y e a r  s i n c e  
1 9 3 6 .  S o .  i t ’ s  q u i t e  a low l e v e l .  

MR. KELLEY. M r .  Chairman, t h i s  i s  Mike Ke l l ey .  I ’ m  t h i n k i n g  
down two t r a c k s  t h a t  a r e  v e r y  c l o s e l y  i n t e r r e l a t e d .  of c o u r s e .  F i r s t  
of a l l ,  i f  we t r i e d  t o  make a move t h a t  would f o r c e  t h e  Ms t o  g e t
go ing  a g a i n ,  it seems t o  me t h a t  i n  t h e  l i g h t  o f  a l l  t h a t  Don has  
found s o  f a r  we might have t o  make a v e r y  l a r g e  move indeed  i n  o r d e r  
t o  accompl i sh  t h a t  d i r e c t l y  and o v e r t l y - - o n e  t h a t  might make u s  a l l  
p r e t t y  nervous  abou t  i t s  l o n g - t e r m  consequences .  If we’re going  t o  
g e t  t h e  M s  moving. I t h i n k  it has  t o  happen i n  r e v e r s e  a t  t h i s  p o i n t :  
i t ’ s  go ing  t o  have t o  come up th rough  t h e  r e a l  economy, maybe l a r g e l y
t h r o u g h  t h e  i n v e n t o r y  c y c l e  and o t h e r  t h i n g s .  I have been h e r e t o f o r e  
f a i r l y  c o m f o r t a b l e  w i t h  w a i t i n g  t o  s e e  how t h e  r e a l  economy came a long
b u t  I have  t o  s a y  t h a t ,  i n  l i g h t  of  t h e  r e p o r t s  from t h e  p r e s i d e n t s  on 
t h i s  c a l l  t h i s  morning,  I have a l o t  more conce rn  about  t h a t  t h a n  I 
d i d  b e f o r e .  

MR. STERN. T h i s  i s  Gary S t e r n  i n  Minneapo l i s .  I l i k e  your
s u g g e s t i o n - - I  guess  Don was head ing  down t h i s  p a t h  anyway-- to  t r y  t o  
put  some e x t r a  e f f o r t  i n t o  u n d e r s t a n d i n g  what i s  going on w i t h  M2 
between now and t h e  meet ing  b e c a u s e ,  a s  some o f  t h e  members s a i d  v e r y  
e a r l y  on .  I d o n ’ t  t h i n k  we can  d i s m i s s  t h a t  a l t o g e t h e r .  With r e g a r d  
t o  t h e  r e a l  economy, I am n o t  a s  gloomy a s  many of  my c o l l e a g u e s
main ly  because  it seems t o  m e  w e  were e x p e c t i n g  a moderate  r ecove ry
and.  a s  I i n t e r p r e t  t h e  s t a t i s t i c s  t h a t  we’ve s e e n .  t h a t ’ s  p r e t t y  much 
what i s  underway. Out h e r e  I d o n ’ t  d e t e c t  any new s i g n s  of 
apprehens ion  o r  ne rvousness .  I t h i n k  t h e  economy i s  do ing  r easonab ly
w e l l .  a l l  t h i n g s  c o n s i d e r e d ,  and peop le  seem t o  be f a i r l y  comfor t ab le  
w i t h  t h e  s i t u a t i o n - - n o t  t h a t  it c o u l d n ’ t  be  b e t t e r .  But I s e n s e  t h a t  
peop le  a r e  r e a s o n a b l y  comfor t ab le  w i t h  t h e  p a t h  we a r e  on.  

M R .  GUFFEY. Mr. Chairman, Roger Guf fey .  If I may. I w i l l  
f o l l o w  up on Gary’s  comments. They f a i r l y  w e l l  c h a r a c t e r i z e  what we 
f i n d  h e r e ,  w i t h  t h e  e x c e p t i o n  o f  some d r o u g h t  c o n d i t i o n s  i n  e a s t e r n  
Kansas t h r o u g h  M i s s o u r i  t h a t  I t h i n k  i s  a p a r t  o f  what S i  Keehn h a s  
a l r e a d y  d e t a i l e d .  O the rwise ,  we d o n ’ t  s e e  any l a c k  of  optimism h e r e .  
The D i s t r i c t  c o n t i n u e s  t o  go a l o n g  n o t  a t  a r a p i d  c l i p ,  b u t  
n o n e t h e l e s s  i n  a p o s i t i v e  growth p a t t e r n .  With r e s p e c t  t o  t h e  money
numbers,  I t h i n k  i t ’ s  obvious t o  e v e r y b o d y - - a t  l e a s t  it i s  t o  m e - - t h a t  
up u n t i l  t h e  month of J u l y  we were f a i r l y  w e l l  on t r a c k .  But we’ve 
had one month’s  e x p e r i e n c e  and a p r o j e c t i o n  t h a t  nobody knows how 
[ a c c u r a t e ]  it may o r  may n o t  b e .  I would j u s t  l i k e  t o  a s k  Don if t h e  
s t a f f  h a s  done any work on l e n d i n g  by o t h e r  t h a n  banks i n  t h e  s e n s e  
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t h a t  banks have become l e s s  i m p o r t a n t  i n  t h e  c r e d i t  e x t e n s i o n  p r o c e s s .  
Is t h e r e  someth ing  g o i n g  on beyond t h e  numbers t h a t  we l o o k  a t  and 
t h a t .  g iven  t h e  month ly  measures ,  cou ld  change t h e  view a b i t ?  

MR. KOHN. Wel l ,  t h e r e  i s n ’ t  a whole heck of a l o t .  
Commercial pape r  d i d  p i c k  up a b i t  i n  J u l y ,  b u t  commercial  paper  and 
bank l o a n s  combined were s t i l l  p r e t t y  weak. A s  I n o t e d ,  l o n g - t e r m  
deb t  market  i s s u a n c e  was o f f  and a s  I t h i n k  someone ment ioned:  Who 
knows what i s  go ing  t o  happen w i t h  p r i v a t e  p l acemen t s  i n  l i f e  
i n s u r a n c e  companies? On b u s i n e s s  l o a n s  a t  f i n a n c e  companies ,  w e  d o n ’ t  
have a n y t h i n g  f o r  June  o r  J u l y  t h e r e .  s o  i t ’ s  n o t  c l e a r  whether  
something new i s  go ing  on.  They have been on a s lower  growth t r a c k  
t h i s  y e a r  t h a n  t h e y  were i n  t h e  p r e v i o u s  coup le  o f  y e a r s .  We’ve 
looked f o r  o t h e r  p i e c e s  of M2-type a s s e t s  t h a t  might  n o t  be  t h e r e .  
One t h i n g  we looked  a t .  f o r  example,  were t h e s e  q u a s i - m u t u a l  funds  
o f f e r e d  by IBM and GM and AT&T. And a l t h o u g h  AT&T s t a r t e d  i t s  fund 
w i t h i n  t h e  l a s t  f e w  months.  i t  h a s  v e r y  l i t t l e  money i n  it and t h o s e  
funds d o n ’ t  l o o k  a s  i f  t h e y ’ r e  a b s o r b i n g  a l o t  o f  M2.  So .  I d o n ’ t  
t h i n k  I can i d e n t i f y  some source  o f  c r e d i t  o r  o f  a s s e t s  o t h e r  t h a n  t h e  
ones we’ve t a l k e d  abou t  t h a t  i s  f i l l i n g  t h e  gap more t h a n  we t h i n k .  

M R .  MULLINS. T h i s  i s  David M u l l i n s .  We’ve now had a p r e t t y  
ex tended  p e r i o d  of  s low growth i n  M2. About a month ago I was s t i l l  
p r e t t y  c o m f o r t a b l e  w i t h  t h e  s t o r y .  I t  i s  t r u e  t h a t  M2 t e n d s  t o  jump
around a b i t :  i n d e e d ,  February  and March a r e  t h e  o n l y  months we’ve had 
i n  t h e  p a s t  9 o r  1 0  i n  which M2 growth has  been above t h e  midpoin t  [of  
our  t a r g e t  r ange ]  and it was above t h e  upper  [ l i m i t  i n  b o t h  months] .  
But a s  of t h e  l a s t  t i m e  we met it had averaged  o u t  t o  3 . 7  p e r c e n t ,
which was below t h e  midpo in t .  I was p r e t t y  happy t h e n  w i t h  t h e  s t o r y
t h a t  t h e  l i q u i d  components were growing s o  i n  some s e n s e  t h e r e  was t h e  
raw m a t e r i a l  o f  monetary  growth t h e r e .  The l e s s  l i q u i d  components 
were n o t  growing because  l o a n  demand was weak, and t i m e  d e p o s i t s  and 
M3 w h o l e s a l e  l i a b i l i t i e s  a r e  i s s u e d  t o  s u p p o r t  l o a n  growth and t h a t  
would come l a t e r .  A l s o ,  t h e  y i e l d  cu rve  had s t e e p e n e d  i n  t h e  s p r i n g  
and one would e x p e c t  some s h i f t  o u t  a l o n g  t h e  y i e l d  c u r v e  f o r  a w h i l e .  
After t h a t  r a n  i t s  c o u r s e  and a f t e r  t h e  r ecove ry  t o o k  o f f .  w e  shou ld  
see M2 growth f i l l  o u t .  What conce rns  m e  most i s  t h e  r a p i d
d e c e l e r a t i o n  o v e r  t h e  p a s t  month o r  s o ,  and i t  d o e s n ’ t  seem t o  me t h a t  
we  have a good s t o r y  on t h i s .  Loan demand i s  s t i l l  weak b u t  i t ’ s  n o t  
a l o t  weaker t h a n  it was over  t h e  p a s t  coup le  of months t o  e x p l a i n  t h e  
d e c e l e r a t i o n .  The y i e l d  cu rve  h a s n ’ t  changed much. I t  c e r t a i n l y
h a s n ’ t  s t e e p e n e d  much ove r  t h e  l a s t  few months,  a l t h o u g h  it i s  t r u e  
that‘ .  i f  we p u t  d e p o s i t  r a t e s - - m a y b e  M 2 ’ s  own r a t e - - a t  t h e  s h o r t  end 
of  t h e  y i e l d  c u r v e .  w i t h  t h e  l agged  f a l l  i n  d e p o s i t  r a t e s  t h e r e  may 
have been some s t e e p e n i n g .  And i t ’ s  c l e a r  t h a t  t h e r e  h a s  been some 
a c c e l e r a t i o n  i n  t h e  move o u t  o f  M2 t o  bond f u n d s ,  a l t h o u g h  i t ’ s  
d i f f i c u l t  t o  s u g g e s t  t h a t  t h a t  cou ld  e x p l a i n  it a l l .  S o ,  I am 
concerned w i t h  a l l o w i n g  M2 [ u n i n t e l l i g i b l e l :  I was more comfor t ab le  
w i t h  it b e i n g  1 p e r c e n t  below t h e  midpoin t  and e x p e c t i n g  t h e  r e c o v e r y .
But i t ’ s  more t r o u b l i n g  [now]. 

On t h e  r e a l  economy, when we have a r e c o v e r y  which i s  n o t  
f u e l e d  by f i n a l  demand b u t  r a t h e r  by t h i s  i n v e n t o r y  p r o c e s s .  I d o n ’ t  
know how much growth w e  can  e x p e c t .  We a r e  f o u r  months i n t o  t h e  
r ecove ry  t h o u g h ,  if we assume t h a t  A p r i l  was t h e  t r o u g h ,  so we should  
be s e e i n g  some [money g rowth ] .  I would be concerned  about  i g n o r i n g  
t h e  i n t e r m e d i a t e  t a r g e t i n g  of  money and moving t o  t a r g e t i n g  t h e  r e a l  
economy and w a i t i n g  u n t i l  it showed d e f i n i t i v e  s i g n s .  We know w i t h  
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t h e  l a g s  i n v o l v e d  t h a t  i f  w e  go back t o  t r y i n g  t o  respond o n l y  t o  t h e  
r e a l  economy we run  a g r e a t  r i s k  o f  b e i n g  l a t e  and c h a s i n g  t h e  t a i l  of 
t h e  economy and c r e a t i n g  i n s t a b i l i t y .  When you l o o k  around.  [none o f  
t h e  a g g r e g a t e s ]  i s  growing:  n o t  money, n o t  c r e d i t ,  n o t  d e b t .  n o t  L .  
On t h e  a v a i l a b i l i t y  o f  c r e d i t  s i d e .  I t h i n k  we w i l l  f i n d  t h e  i n s u r a n c e  
company c r e d i t  e x t e n s i o n  t o  be  p a r t i c u l a r l y  weak. F inance  companies ,
because  t h e i r  h o l d i n g s  of  b u s i n e s s  l o a n s  grew s o  r a p i d l y  l a s t  y e a r ,  
seem l i k e l y  t o  me t o  have run  out  o f  s team a s  h a s  t h e  bond and s t o c k  
i s s u a n c e  volume t h a t  we saw e a r l i e r  on .  Much o f  t h i s  d e c e l e r a t i o n  has  
c o i n c i d e d  w i t h  a f l a r e - u p  a g a i n  o f  conce rns  w i t h i n  t h e  f i n a n c i a l  
sys t em.  I t  seems t o  m e  t h a t  it s t a r t e d  a month o r  s o  ago w i t h  some o f  
t h e  West Coas t  banks ’  conce rns  about  t h e  per formance  o f  t h e  money 
c e n t e r  banks and even some r e c e n t  conce rns  [ r a i s e d  by1 some comments 
of  chairmen on t h e  H i l l  and t h e  l i k e  about  [ f i n a n c i a l ]  i n s t i t u t i o n s .  
I wonder what e f f e c t  t h e  growing concern  abou t  i n s u r a n c e  companies i s  
having  n o t  o n l y  on c r e d i t  e x t e n s i o n  b u t  on consumer c o n f i d e n c e .  I t  
seems t o  m e  t h a t ,  a s  happened l a s t  f a l l ,  t h e  f i n a n c i a l  sys tem i t s e l f  
becomes a b i t  more s l u g g i s h  a s  a t r a n s m i t t e r  of monetary impe tus :  and 
t h e  r e l a t i o n s h i p  between i n t e r e s t  r a t e s  and growth i n  money and c r e d i t  
may have changed .  The o t h e r  t h i n g  I would n o t e  i s  t h a t  we made e a s i n g  
moves i n  e v e r y  month from October  th rough  A p r i l  and t h a t  p u t  a p r e t t y
s t e a d y  s t r e a m  o f  s t i m u l u s  i n  t h e  p i p e l i n e .  which i s  p r e t t y  w e l l  
exhaus t ed  by now. S o ,  I t h i n k  i t ’ s  wor th  a s s e s s i n g .  I t  r e a l l y  r u n s  
t o  t h e  c o n c e p t u a l  i n t e g r i t y  of  what we’ re  d o i n g  h e r e :  whether  we’re  
t r y i n g  t o  keep a s t a b l e  environment  o f  money and c r e d i t  growth o r  
t r y i n g  t o  do someth ing  e l s e .  I t  i s  t r u e  t h a t  i f  t h e  l o n g  end moved 
down a g a i n ,  a s  Bob Black  ment ioned .  t h a t  might  s t e e p e n  t h e  y i e l d  
c u r v e .  Al though it seems t o  me t h a t  t h e  r e c e n t  r e sponse  o f  r a t e s  a t  
t h e  l o n g  end t o  a number o f  e v e n t s  h a s  s u g g e s t e d  t h a t  t h e  l o n g  end 
might be  w e l l  behaved and we might n o t  s e e  such  a s t e e p e n i n g .  

MR. ANGELL. Wel l ,  i n  f a c t ,  I t h i n k  if we’re go ing  t o  g e t  t h e  
r ecove ry  t o  behave t h e  way it needs  t o  behave.  i t ’ s  e s s e n t i a l  t h a t  
whatever  moves we make a r e  c o n s t r u c t i v e  i n  t h e  s e n s e  of  be ing
a s s o c i a t e d  w i t h  d e c l i n i n g  l o n g  r a t e s .  And now t h a t  we  have t h e  r a t e s  
down from t h e  8 . 4 8 - 8 . 5 0  p e r c e n t  l e v e l ,  I t h i n k  o u r  p a t i e n c e  h a s  
c o n t r i b u t e d  t o  t h a t .  If it i s  t h e n  seen  t h a t  what we a r e  t a r g e t i n g  i s  
r e a l l y  p r i c e  l e v e l  s t a b i l i t y  and w e  t h i n k  w e  a r e  somewhat f a r t h e r  
a l o n g  i n  t h a t ,  t h e n  it seems t o  me t h a t  w i t h  p a t i e n c e  we have some 
chance o f  g e t t i n g  l o n g  bond r a t e s  down below 8 p e r c e n t ,  which would 
undoubtedly  p rove  t o  be  v e r y  b e n e f i c i a l  i n  t h e  hous ing  i n d u s t r y  and 
p r o v i d e  a v e r y  d e s i r a b l e  and s t e a d y  u n d e r l y i n g  s t r e n g t h  f o r  a 
r e c o v e r y ,  which p u t s  more u n i t s  of  goods o u t  t h e r e .  

CHAIRMAN GREENSPAN. Any f u r t h e r  comments by anybody? 

MR. ANGELL. Wel l ,  i t  does  seem t o  m e .  Mr. Chairman, t h a t  
sometimes w e  might  want t h e  moves w e  make t o  be somewhat s u b t l e  b u t  a t  
some s t a g e  i n  t h e  game it seems t o  m e  w e  might  want t o  make a move 
t h a t  h a s  more of  an announcement e f f e c t .  

CHAIRMAN GREENSPAN. That  sounds l i k e  a euphemism f o r  t h e  
d i s c o u n t  r a t e !  If t h e r e  a r e  no f u r t h e r  comments. l e t ’ s  b r i n g  t h i s  
meet ing  t o  a c l o s e  and w e  w i l l  convene a g a i n  on August 20 th  a t  t h e  
FOMC mee t ing  h e r e .  Good morning,  gent lemen.  

END OF SESSION 




